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RETAIL INSTALLMENT ACCOUNTS - MAXIMUM FINANCE CHARGE 
RATE OF CHARGE 
November 19, 1973 
CHAIRMAN DEDDEH: Will this interim hearing of Finance 
and Insurance come to order. I have a brief statement. Let me 
read it. We have two days of hearings by this committee. we 
will be concerned with proposals to lower from 1~ percent per 
month to one percent per month, the maximum finance charge 
permitted on revolving charge accounts, and to mandate the use 
of the so-called adjusted balance method of determining the 
balance upon which the finance rate is to be applied. 
We will begin this morning with the proposal to lower 
revolving charge account rates to one percent per month. This 
proposal is embodied in Assembly Bill 557 by Assemblyman 
Louis Papan, a bill that was referred to Interim Study earlier 
this year by the committee. 
In california the maximum rate has been by statute at 
1~ percent per month since 1960 when the Unruh Act became 
effective. It is also the rate that is apparently used in most 
states, although a growing number require, because of court 
decisions applying state usury provisions or by legislative 
action, lesser rates. 
We would hope today to hear some evidence from pro-
ponents and opponents on economic questions raised by providing 
for a decreased statutory rate, including a discussion of the 
effects on cash prices of goods if the credit charge is reduced 
and the effect on the availability of credit to the public. 
The second part of this hearing concerns a change in 
the method of determining the balance on which the finance rate 
should be applied. 
Most retailers in california use the previous balance 
method - a method criticized by many as unfair to consumers 
since it does not call for partial payments to be deducted from 
___________ !-_!le _E_~_~"{_:i.ou~_ba_l~~9.~Pefo_re __ th~ fipan.~e _qhar~ is __ computed 
AB 593 by Assemblyman Murphy would require that all 
retailers use the adjusted balance method - one that does 
require that partial payments be deducted before the rate is 
applied to the balance: however, this method does substantially 
lower credit income to retailers. 
since proposals to require the use of the adjusted 
balance method have been before the Legislature for ten years 
without success, I would hope that we could hear some comment 
on the other methods of computing the outstanding balance, 
methods which could perhaps be used as the basis for a com-
promise on this long standing controversy. 
I would propose that we proceed as follows: 
We will open with Assemblyman Papan and his bill on 
· lowering the finance charge rate. We will hear all the wit-
nesses on that subject, both pro and con. At the conclusion 
of that, sometime this afternoon, we will move to AB 593. We 
will hear witnesses as time allows and continue the hearing 
tomorrow. 
The first witness today will be Assemblyman Papan. 
ASSEMBLYMAN PAPAN: Mr. chairman and members, I would 




of James Reed, who was unable to be with us this morning but .•• 
CHAIRMAN DEDDEH: We will ask him to come and testify 
this afternoon. 
ASSEMBLYMAN PAPAN: I don't know who is here to testify 
but I would like to state briefly why I introduced this partic-
ular bill and pkesently have found that there is a lawsuit 
pending in the State of Idaho against the Penney Stores for 
their charges. A decision has not been rendered. This bill 
would reduce the present 1~/o monthly charge to a 1% charge, 
and it also would prohibit any kind of a finance charge for a 
30-day period. I have brought with me this morning information 
from various companies that have seen fit to reduce the charge 
on their own and also, I will point up california's stance and 
what other states have the same kind of charges. The one major 
company, it is my understanding that presently has reduced to 
the one percent per month is the Standard Oil company of 
california. I will read the states to you and tell you what 
levels of finance charges they presently have. In the District 
of Columbia, Massachusetts, Maryland, Nebraska, New Mexico, 
New York, Texas and vermont for an unpaid balance range of 
$500 and under the rate is 1~/o or an annual rate of 18%. over 
$500 those states have a 1% monthly or 12% annual rate. 
Missouri, over $500 is a 1~/o or 18% annually and over $500 it 
is at 3/4 of a percent with a ~/o annual rate. Montana under 
$300, a 1~/o, which is equivalent to a 11% annual, and over $300 
it is 7~/o or 7% annual. Alaska, california and Delaware under 
$1 ,000 would be 1~/o or 18% annually. over $1,000, it is a 1% 
- 3 -
or equivalent to 12% annually. Tennessee under $500 is 5/6 of 
a percent or 10% annually and over $500, it is ~Ia or 6% 
annually. Alaska, Minnesota, Mississippi, Ohio, South carolina 
and West Virginia, the total balance or 2/3 of a percent or 
8% of those states are really considerably less than we are. 
Iowa is on a total balance of 3/4 of a percent or an annual 
rate of go/a. 
CHAIRMAN DEDDEH: Arizona does not compare well with 
the rest of the states? 
ASSEMBLYMAN PAPAN: No, it does not, sir. Arizona, 
Arkansas, Florida, Idaho, oregon, South Dakota and Wyoming 
are 5, 6% annually. connecticut, Hawaii, Kansas and Washington 
and Wisconsin are a 1% monthly or 12% annually. I would like 
to repeat those states hoping that we can get ours to that 
level - connecticut, Hawaii, Kansas, Washington and Wisconsin 
are presently at 1% per month. Pennsylvania is at 1~/a or 15% 
annually. All states not listed above are 1~/a or 18% annually. 
There are a considerable number at the 18% annually. 
Another interesting statistic is that Western Airlines, 
which also happens to do business in other Western states has a 
flexible charge so that a person purchasing a ticket, for 
example in Oregon, would pay a lesser charge than purchasing 
the same ticket in california. So our people in california are 
working at a disadvantage and are paying a higher cost of 
financing in the case of Western Airlines. Shell Oil issues an 
application indicating what you can hope to pay ~n the form~~ - _ 
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a finance charge, depending on where you live. california is 
up there paying more than its share for credit. I would like 
to ask the witnesses who might be here this morning to testify. 
I do have the support of the Teamsters and the AFL-CIO on this 
particular bill, Mr. chairman. I don't know quite how to pro-
ceed becaus~ the witnesses are nqt her~ ••• 
CHAIRMAN DEDDEH: It is not your fault, Mr. Papan, 
that they are not here. Mr. Reed's office did call and he will 
be here in the afternoon and I want you to be sure that we will 
accord all the courtesy of hearing from him. we want to hear 
all the witnesses, pros and cons. This also puts us all at a 
disadvantage. In a debate it is customary that you hear the 
proponents first and then the opponents. Let me ask a question 
if I may. Mr. Papan, when we purchase something on credit, the 
retailer also has to borrow money. 
ASSEMBLYMAN PAPAN: In many instances, that's probably 
it. 
CHAIRMAN DEDDEH: What is the cost of money, for in-
stance. Does that also fluctuate? Is it stable? 
ASSEMBLYMAN PAPAN: My understanding is that there is 
not a usurious limitation on lending institutions or in the bank-
ing business per se, but if they should see fit to borrow from 
individuals on a direct basis, then you see that they would be 
limited to the ten percent. Existing cost of money is a very 
involved situation depending on the availability of that money 
and oftentimes we have seen the price of money go higher than 
the ten percent limitation. I would presume that in most cases 
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retailers go to banking auctions for money. 
CHAIRMAN DEDDEH: What does it cost, for instance, 
when someone goes to Weinstock's and purchases $100 worth of 
items? 
ASSEMBLYMAN PAPAN: It would be 18 percent or 1~ of 
the balance. 
CHAIRMAN DEDDEH: How much does it cost them to trans-
act that particular transaction? 
ASSEMBLYMAN PAPAN: I could probably just reflect in 
a very general sense, depending on the policies of the sellers. 
Some may want payment within 30 days and some even before 30 
days depending on the item. 
CHAIRMAN DEDDEH: My question is actually, what does 
it cost Weinstock's to transact with the individual purchasers? 
ASSEMBLYMAN PAPAN: I have heard and others have told 
me that this present 18 percent is caused because the seller is 
required to carry people and oftentimes that 18 percent that 
they are charging is to offset that account, the cost of which 
is pretty close, the seller claims, to this particular interest 
charge. 
I don't know if Weinstock's is an out-of-state company 
or does business intrastate but they would be restricted in 
other states, so conceivably we might be saying that we can't 
look to the operation in california to generate the necessary 
monies for interest charges, but that possibly they should go 
to the market place and charge more for their merchandise. 
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CHAIRMAN DEDDEH: Then if they did that, charge more 
for their merchandise, the other side of the coin would be that 
the cash customer would probably suffer because he will be 
directly or indirectly fined. In effect, subsidizing some-
body who is on credit. 
ASSEMBLYMAN PAPAN: Well, yes. Possibly that would 
be the case but in some instances the cash buyer generally 
would get the advantage of being a cash buyer which oftentimes 
would cause a discount situation. 
CHAIRMAN DEDDEH: Mr. Papan, I was in the retail 
business once. The very poor usually did not have any credit. 
If the cash purchase was to go up because we are reducing 
credit, would it be possible that the poor customer who does 
not have credit and has t@ pay cash would end up paying 
slightly more? 
ASSEMBLYMAN PAPAN: I think generally our concern, I 
agree, is for the people out there but when we are talking 
finance charges, poor·people who generally have to pay this 
every month, are the ones who are suffering and bearing the 
brunt. My concern, and I will repeat that throughout, is that 
we should be uniform about that charge and . if there are states 
that presently have something less than we have it should be a 
strong argument to indicate that one can operate with something 
less than 18 percent ••• 
CHAIRMAN DEDDEH: Any questions by members of the 
committee, Mr. Hayden? 
ASSEMBLYMAN HAYDEN: Do you have any information, or 
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perhaps some of the other witnesses will when we hear them later 
in the day as to the difference in cost. You did make the 
statement that there were great variations between the company 
who finances its own charges or its own purchases for its 
customers versus the various bank credit cards which, according 
to our information, are not covered under california usury 
laws. What really is the difference between the charges that 
the customer must pay when using a Penney's card versus a 
Bankarnericard or Master charge? 
ASSEMBLYMAN PAPAN: If I understand your question 
correctly, Mr. Hayden, the only advantage I see is that the 
bank prevails both ways. They will charge the person who pro-
vides the Bankarnericard service a fee and will also proceed to 
charge the 18 percent to the user of the card. I don't know 
that we can do anything in this bill to curb bank activity 
with their present charges. I am sure there will be people 
testifying this morning as to differences and why they feel 
that the retail creditor who extends direct credit should be 
allowed to charge a person 18 percent. 
ASSEMBLYMAN HAYDEN: What would prevent, if we pass 
this legislation, the various companies who use their own 
credit systems from simply accepting bank credit cards. 
Wouldn't that perhaps be a natural tendency for them to do that? 
ASSEMBLYMAN PAPAN: There probably would be a very 
strong tendency that they would look to the banks for this 
activity. I don't think the banks generally in a competitive 
situation would just rigidly charge that 18 percent. 
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The availability of money and the involvement of the banking 
industry in a very competitive area should cause this 18 
percent rate to drop. I feel that possibly this would be the 
case because we have seen it rise since the Unruh Act of '59 
to this level and everybody's holding in there in california, 
but again, the availability of money should improve and I can 
see a situation where it wouldn't stay at 18. It would drop 
to something less, the rigidity that presently caused me to 
introduce the bill, just seems to be staying there. 
ASSEMBLYMAN HAyPEN: I met with our Penney's managers 
the other day, not on this particular matter, but I brought it 
up to them and they indicated, unless I misunderstood them, 
that they are moving toward the intent of your bill. Now that 
might possibly be because of the pending lawsuit in Idaho, but 
do you know anything about whether other companies might be 
involved in that? 
ASSEMBLYMAN PAPAN: There seems to be a movement afoot 
to bring the rate down to a level where there isn't constant 
criticism but how can we plug that loophole and allow the banks 
to continue there. Except that when a person is paying 12 
percent, conceivably he won't look to a bank to use his Bank-
americard at 18 percent and you create a competitive situation 
wh~~h would cause it to dropo It only stands to reason I would 
use Penney's credit and you will be serving an open market 
situation. You won't create rigidity. You are limiting credit 
at 12 percent. You are making it available there at 12 percent 
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which precludes going to the bank with it. That•s the only way 
I can see ••• 
ASSEMBLYMAN KNOX: I am wondering how a store could 
charge 12 percent per annum or one percent per month if the 
prime rates were around 10 percent. I suppose some of the 
large concerns can borrow at prime but most of them charge at 
least a point over prime which would be 11 percent leaving 
one percent for administrative costs. 
ASSEMBLYMAN PAPAN: Yes, sir. There is a good likeli-
hood depending on the availability of money. conceivably 
there is some reluctance at the ten percent. 
ASSEMBLYMAN KNOX: In other words, you are saying 
withdraw somebody•s charge cards or something like that to 
control credito 
ASSEMBLYMAN PAPAN: No, they would probably put limits 
on how much credit is offered or drop the maximum limit: for 
example, instead of lending $500 lending most people a $300 
limit maximum. There are ways of controlling the availability 
of credit because of the lack of availability of money from the 
banks or the price of money from the banks. There are ways 
that they could probably manipulate their own accounts. 
ASSEMBLYMAN FORAN: Basically, we have heard the dis-
cussion on this a number of times. It seems on its face a 
good idea and it would be interesting to know all the con-
sequences. I cite specifically the situation of Arkansas 
which is one of the states I think you mentioned where they 
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went to 10 percent. As a result of their going to 10 percent, 
virtually all of the retail credit companies moved out of town 
to the extent that the border town of Texarkana, which is 
adjacent to the Arkansas-Texas border, had more retail credit 
companies in that one town than the entire State of Arkansas. 
The point I am making is one of the float of money. Money will 
seek its level and to the extent that you reduce it, as long 
as you are not reducing it nationally, you are going to have 
this kind of a situation. we don't have the power obviously 
to do it nationally. The other point -- also with the Arkansas 
situation, was a survey made by an impartial firm to determine 
what happened to the costs of eight or ten major appliances in 
Arkansas. Now the difference was significant w~th respect to 
surrounding states versus Arkansas for the actual price of the 
items which averaged out about $100 for the surrounding states 
versus $90, $95, $92, $93 in the State of Arkansas. So you 
have that effect to which the chairman was referring. 
ASSEMBLYMAN PAPAN: conceivably in situations similar 
to Arkansas, I can see where a man would increase his retail 
operation where it was convenient to capitalize on it, say a 
better business situation. I think that is kind of unique and 
in border towns generally you might get some advantage accruing. 
You can, for example, buy liquor in one state but you can't in 
another. 
ASSEMBLYMAN FORAN: The main thing about Arkansas, 
using that as an example, is the fact that their interest rate 
did go from the 18 percent per annum to the 10 percent and then 
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these consequences followed. 
ASSEMBLYMAN PAPAN: Interest rates that cause the 
business people to look to Texas for locating their retail out-
let is drastic. What I am saying is that it should be some-
thing less than 18 percent and it should be more in keeping at 
least with what our neighbor to the north in washington does. 
CHAIRMAN DEDDEH: Any further questions? Thank you, 
Mr. Papan. I will reserve space and time for Mr. Reed in the 
afternoon. Let me call on Ms. Lessa Speer. 
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November 20, 1973 
CHAIRMAN DEDDEH: It is the tradition of this committee, 
and at least of this chairman, to start on time. I know that 
several other members have checked in and will be in any minute. 
In the interests of time and since I have to catch a flight at 
12:00, I shall have to leave very early. I would like to 
commence this morning's session by making just one brief com-
ment. This morning we are going to confine our efforts during 
the hearing to one long-standing controversial issue and that 
is the method of billing: the previous balance versus the 
adjusted balance versus about three or four other systems. 
Bills have come before this committee before that were not 
successful. I am personally hopeful that perhaps as a result 
of these hearings today, and yesterday, some kind of legisla-
tion will reach the floor that will provide for the consumer, 
provide equity for the industry, and be in the interest of all 
the people of the State of california. With this in mind then, 
at this time, .let me call on Jim Reed if he is here. Since I 
don't see him, let me call on Ms. Speer for her testimony. 
You are going to address yourself to two issues, Ms. 
Speer. One is Mr. Papan's bill reducing rates from 18% to 12%, 
and you're going to tell us why you don't like the previous 
balance method as compared to the method you're supporting. 
MSo LESSA B. SPEER: Thank youo I'm Lessa Speer. I'm 
Director of the Sacramento county consumer Protection Bureau. 
I ' m going to testify today in a manner which I try usually not 
to do. It's one more of emotion and gut reaction as a consumer 
advocate rather than a great many statistics. Let me explain 
why. our consumer agency is an agency that basically resolves 
and mediates complaints on mobile homes, automobiles, and 
appliances. People don't come to us with the complaint that 
Master charge and Bankamericard are unreasonable because of the 
18% interest rate. They may feel that, but they don't go to a 
local consumer agency because they know we have no jurisdiction. 
So, first of all, I have no official statistics to offer you on 
complaints in that area. If the consumers came to us they would 
only be coming to us with a complaint about the billing process. 
They would probably be coming to us saying that I didn't charge 
this, particularly on a gasoline credit card, or that I made 
a payment and haven't been credited, so I have been receiving 
dunning letters for six months. Those are types of problems 
that we would resolve. 
The other thing I would like to say at this point is 
that people also do not come to us and complain about the 
method of computation, whether it's the adjusted balance, end-
ing balance, or the previous balance. Again it's not something 
they would complain to us about. Most people, as we find in 
our office when they come to us with a billing problem, 
generally do not understand the method of computation anyway. 
They just know they are being charged a finance charge. They 
have had the freedom to make that decision, and they've 
accepted it. We don't have any written complaints in that area. 







Mr. Papan•s bill and Mr. Murphy's bill. 
Generally, I would have to say that my reaction to 
both of these bills is very favorable. I would most definitely 
like to see the interest rate dropped to 12%, and I am most 
definitely in favor of Mr. Murphy's bill which, as far as I'm 
concerned, would be the fairer method of computation. The way 
I understand Mr. Murphy's bill, the consumer would not be 
charged interest on that portion of his balance which has been 
paid during billing cycle, and if he had a beginning balance of 
zero he would have 30 days free interest during the first 
period in which he purchased his merchandise. If I remember 
correctly, as credit started to grow in this country after 
World war II the general types of credit with which I was 
raised were the 30-60-90 day accounts where my parents did not 
pay any interest. Those days are over. I understand that. I 
happen to wish we could go back to that type of credit and 
that's how I will gear my testimony. From the consumer 
advocate approach, I think that we are over-extending credit. 
I am not against credit, and I would like Mr. Shillito to 
understand that. I have no problems with credit. I am per-
sonally in debt myself as we all are with Master Charge and 
other retail installment accounts. But I think what we have to 
deal with, is why people are charging. Why are they using 
credit? Why must somebody sit up here and protect their 
interests? 
Well, historically, I would say that the Legislature, 
or any government, has not really wanted to attempt to say you 
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can or cannot spend your money. But the mere fact that we do 
have Truth in Lending or the Unruh Act legislation, which does 
set the ceiling at 18%, tells us that at some point somebody 
made the decision that we must limit what is going on in the 
marketplace. But how do people get into the marketplace? Do 
they actually sit at horne and say, I have decided that I want 
to buy that particular item because the interest rate is fair 
and equitable? They don't do it. The real reason that I say 
people are over-extending their credit is, that as long as 
they know they can get credit, they will take advantage of it 
as most of us will do. This is because of the demand created 
by advertising and the media. 
When an individual sits at horne and watches television 
he sees an item being presented. He wants it, and knows he 
can buy it as a result of easy credit. I'm not just making 
this statement in terms of a low-income individual. Very often 
I hear it said in committee hearings that the low-income 
earners are the ones who are using the credit system. In our 
office, one of the problems we see is that the middle class 
consumer, who also is on a budget, is more over-extended than 
the low-income consumer who generally has less money available. 
Now the problem that I see is dealing with the process in which 
people can use credit. They will take advantage of the process 
as long as credit is available to them. They are not deciding 
their purchases according to the interest. It is through the 
media, through television, through looking around the society 






The reason I would like to see the interest rate 
lowered from 18% to 12% is that I personally feel that by 
tightening the credit line, we would actually be stopping people 
from over-extending. From my viewpoint, I have noticed through 
my own particular types of experience with credit and in my 
special role, that if the interest rates are actually higher, 
the businessman has a higher return for the money that he•s 
lending, and he•s more apt to take that chance. If he's re-
ceiving 18% or 36%, as has been suggested under the uccc, he 
is more apt to extend money. He•s getting a higher rate of 
return. I realize that if the interest rate is lowered, he is 
going to be less apt to want to extend credit because he is not 
getting a higher rate of return. I almost feel that the 
extension of credit and the higher interest rates is similar 
to an impound account. Business is not taking the interest 
rate, putting it into a separate account and then taking the 
actual principal on the payment, but to me it works like an 
im~ound account, and the higher the interest rate the more 
access to credit there is. The reason this bothers me is that 
y01J ~n~ I, as consumers, are not given a chance to buy a 
p~0du~t on credit according to our individual standing in the 
community, or our own credit standing. By that I mean if I 
h?ve a good credit rating I am not given a lower percentage 
when I go into a department store to open up a retail install-
ment account. I must pay the 18% because somebody else does 
have a more variable credit rating. That's one of the problems 
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with the present system that I see. There will always be those 
people in this society who do not and will not ever be able to 
get credit no matter what the ceiling is. If we would extend 
the ceiling to 36% there will still be people given the free 
access to credit for 36% who will not generally be able to 
afford it. I think that there has been a mistake on the part 
of consumer finance people, by various professors, and I'm not 
doubting their expertise, but I think the mistake being made 
is that we over-extend credit to all members of the society, 
and that's again what I disagree with. I think we have to keep 
going back to why people are consuming at the rate they're 
consuming, and I don't know if this was brought up yesterday, 
but I'm sure the fact that as a result of this consumption of 
goods at the present time, we have an energy crisis. Whether 
or not we personally agree or disagree with the energy crisis, 
we are told by the federal government there is one, and I have 
to again say, where does some of this come from? Who is asking 
us to consume the goods? As far as I'm concerned it is the 
credit industry who is asking us to consume the goods at the 
higher interest rates. 
Basically what I am saying is that it is not to the 
consumer's advantage particularly to have higher interest rates. 
Going along with that the method of computation should be that 
which enables the consumer to get the most benefit when he 
makes his payment. That would refer back to the Murphy bill. 







industry that if we were not to extend credit to low-income 
consumers, they would use loan sharks in the community. In 
my previous experience working with the Legal Aid Society, and 
in my experience with working in Harlem as a social worker, we 
found that the loan shark industry is not as it seems to be 
told to us by the consumer finance industry. credit is variable, 
it is somewhat easy to get in this society, so I say that that 
argument that we will force people to go to loan sharks is 
really an invalid argument today. 
I would also just like to end my testimony and say 
that I listened yesterday just for a few minutes to the partic-
ular professors. I read Dr. McAlister's report. I am not an 
expert in the finance area. I think most of us aren't no matter 
what our level of sophistication is. It's very difficult, and 
very hard to understand because there are various interpreta-
tions. But as a consumer advocate, I find it very difficult to 
sit here and believe what they are telling us as to why we must 
maintain an 18% credit rate, or why we must compute the partic-
ular balances not giving people credit for their payments. 
When I look at the uccc and what has gone on since 1968 to try 
and uniform all our consumer credit codes, the consumer groups, 
whether it's the National consumer Law center back East or 
consumer Federation of America or small consumer groups, have 
generally felt that the UCCC written by experts was not a 
consumer code. 
EVen the two men who drafted the code, and I've for-
gotten their names right now, who were originally consultants to 
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the commission, made the statement after they read the report, 
that it was more beneficial to creditors. If those people who 
drafted the UCCC were not really keeping in mind the consumer 
or the consumer's viewpoint, how can I then accept the more 
expertise testimony of the various people who are coming in 
here and saying that we must maintain the 18% credit rate? I 
think that they are forgetting again why people are buying. 
People are not concerned about the interest rate. It will not 
deter them from making a purchase. So I say that the consumer's 
viewpoint must be that the only way to actually help the con-
sumer is by having tighter credit in the marketplace. This is 
a very unpopular point. 
CHAIRMAN DEDDEH: Let me ask you a question. Quite 
often people in high school or college taking their first course 
in political science are told every article, every phrase of 
the constitution of the United states was actually a product of 
compromise. Now, as you sit before this committee, Ms. Speer, 
let me ask you this. Are you here for all or nothing? In other 
words, you either get reduction from 18% to 12%, or the adjusted 
balance method, or you will be satisfied with nothing else or ••• 
MS. SPEER: I don't think that our particular agency 
is in the situation to say what we can or what we cannot accept 
from the Legislature. Obviously we can come in here and give you 
our viewpoint. 
CHAIRMAN DEDDEH: Sure. 
MS. SPEER: I don't mean not to answer your question ••• 
CHAIRMAN DEDDEH: That's all right. Is there perhaps 
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a compromise possible? Industry may say no reduction from 18% 
to 12% and they may prevail, I don't know. or they may say we 
do not wish to change our computing system from previous 
balance to adjusted balance, we'll fight it. So they may 
succeed. Now my problem is, like you I want to do something 
for the consuming public. I'm a consumer, so is my wife, and 
so are my constituents. I'm also a realist. As a legislator. 
I'm a firm believer that perhaps if I cannot get the whole loaf 
I would be very happy with half or three-quarters. Now, this 
is what I'm addressing myself to. Is there a middle road 
somewhere? 
MS. SPEER: I don't know what the middle is either. 
As long as the interest rates don't increase, at this point 
obviously we have to accept 18%. I would hate to have industry 
say, if you're thinking of going down to 12%, we'll push for 
36%. 
CHAIRMAN DEDDEH: There is not such a bill before this 
committee, and if the industry is entertaining that thought I 
would suggest that such a bill would not have a chance in this 
committee. 
MS. SPEER: Obviously if we are going to maintain 
what's presently happening, we are in no position except to say 
we have to live with it. That doesn't mean we like it. one of 
the roles of our particular agency is educating consumers. We 
go out to the high schools and colleges and try to explain to 
the students what is interest, what are interest rates. one of 
the problems that we find in the classrooms is that a lot of the 
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teachers are using bankers to give speeches on why consumers 
should be in debt. We are trying to counteract that with 
consumer education and explain what is debt. Why do you get in 
debt, and how much debt should you get into. So if we're talk-
ing about maintaining interest rates at 18%, I must say my only 
reaction to that is to go into the classrooms and fight and at 
least explain to future consumers what is credit responsibility. 
CHAIRMAN DEDDEH: I have asked the Deputy Attorney 
General of this State, who faces some similar problems, if his 
office was satisfied with the present system. His response 
was very realistic. He said that they were not necessarily 
unhappy with it. 
MS. SPEER: well, I would have to go farther and say 
yes, I am unhappy with the 18% and the way that some of our re-
tail installment accounts are computed ••• 
CHAIRMAN DEDDEH: I also perhaps, and since a lot of 
people will have a hard time defending the existing system, I 
would suggest that it is time for all sides to have a meeting of 
the minds because some new system should be in order. 
MS. SPEER: I think that industry must be aware of the 
fact that right now despite the fact that there may be 10 or 15 
consumer advocates fighting for these types of things, there 
are a lot of people sitting out there in their homes who do 
understand the problem. Whether or not they're saying anything 
publicly doesn't mean that they are pleased with the interest 
rate or the method of computation. I think that it would be a 
mistake on the part of industry to say, well, they're spending 
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money. That gets back to why they•re spending and as long as 
you give them access to credit, they•re going to buy. I think 
they are wrong in assuming that people are looking at the 
interest rate. They•re not. As long as the credit is avail-
able, they•re going to use it. You know we weren•t always a 
credit oriented society. 
CHAIRMAN DEDDEH: That•s right. 
MS. SPEER: I would like to see us go back to less 
credit. one of the things I didn•t say is that more people are 
spending with credit. I heard one of the professors say yester-
day that credit is a way in which people can budget. I disagree 
with that. I almost see it as a form of robbery. Each monthly 
payment that I have to budget gives me less available cash. 
Every $10 to $40 monthly payment on 10 or 12 accounts I have to 
budget the less cash I have to actually buy. On the other side 
of the coin, I have the product in my house and I 1 m only paying 
$10 a month for it. 
CHAIRMAN DEDDEH: Exactly. You would like the product 
right now and if you were to have to pay for it in cash, you 
may have to wait six months. 
MS. SPEER: Except that I have to say why have we got-
ten to the point where we can•t delay our gratification anymore. 
What is the television media and all the advertising doing to 
us that we feel in order to belong we must have our house like 
everybody else•s. We can•t live without this particular product. 
CHAIRMAN DEDDEH: The cornerstone of America is the 
free enterprise systemo Nobody forced you to buy that ••• 
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MS. SPEER: That•s right, and one of the things that 
we, in the consumer movement, generally find is that we are 
accused of not wanting to maintain the free enterprise system. 
We are all saying that it•s totally untrue. What we want is 
fair competition and disclosure in the marketplace. That would 
be the best free enterprise system. I 1 m not so sure that ex-
tension of credit to an 18% ceiling really continues or even 
adds to the free enterprise system. I don•t see that as a 
logical extension in my mind. 
CHAIRMAN DEDDEH: Any questions by members of the 
Conunittee? 
MS. SPEER: Thank you for letting me come in this 
morning. 
CHAIRMAN DEDDEH: Thank you. I do not see Mr. Kerry 
of the california Rural Legal Assistance, or Mr. Paddock 
of the western Center on Law and Poverty. Without sounding 
critical, for I do not wish these gentlemen to whom we extended 
the courtesy of an invitation to come before this Conunittee, 
to say they had no opportunity to testify, I want the record to 
show they were invited. These two gentlemen were not here 
yesterday or today. Mr. Shillito, you and Professor McAlister 
seem to be our next witnesses. 
Now, Mr. Shillito and Professor McAlister, I would like 
to have you give us, if you will, as briefly as possible, an 
introduction as to the comparative study of the previous balance 
versus adjusted balance versus any other system. Show us in 
dollars and cents how these systems work, and suggest to this 
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committee an equitable piece of legislation. Bear in mind that 
it•s not the interest of Sears we have in mind or Montgomery 
ward or J. c. Penney•s. It is the consuming public, 21 million 
Americans in california. What can we do for them? With that 
in mind you have the floor. 
MR. ROBERT SHILLITO: Mr. Chairman, members of the 
Committee, I am Bob Shillito of the california Retailers 
Association. As you know, you presently have two proposals be-
fore you which mandate the adjusted balance method of computing 
finance charges. The Retailers Association has opposed this 
legislation. Our basic premise for opposition was: (1) that 
reducing the yield from the previous balance method would, in 
effect, increase the cost of credit, and (2) that credit service 
should be borne by those who use the service rather than be sub-
sidized by the cash customer through the price of merchandise. 
You recall that in your formal hearings in the Spring 
we asked Professor McAlister to bring before this committee the 
data which he has compiled through his research efforts. 
continuing in this spirit, we are trying to resolve this 
legislative problem and have asked him to return again. In the 
interim, he has done additional work on the previous balance 
question and also has additional data with regard to various 
methods of computation. So it•s our pleasure to have Professor 
McAlister here this morning. 
CHAIRMAN DEDDEH: It is our pleasure, also, Professor. 
PROFESSOR E. RAY McALISTER: I do appreciate the oppor-
tunity to be back today to talk about the subject of the research 
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that I have been working on for the last two years. If I may 
have about two or three minutes before I get into my research, 
I would like to make a few comments based on the testimony 
yesterday. 
I think I first appeared before this committee in April 
of last year. At that time I told you the history behind the 
study that I've been doing. But some of the allegations that 
Mr. Grossman made yesterday sort of riled my feathers a little 
bit so I would like to repeat it. First of all, the philosophy 
that I was expounding yesterday on rate theory, I published as 
far back as 1963. My dissertation was on the subject of retail 
installment sales acts like the Unruh Act. One chapter of my 
dissertation dealt with the limitations on finance charges, and 
one of the sections of that chapter was what limits should be 
put on finance charges. The theory that I was expounding yes-
terday I wrote back in the early sixties and it is documented. 
If the Committee would like, I could provide a copy of the book. 
The first time I ever worked as a consultant did not occur until 
either 1966 or 1967, so I ca~ well document the fact that my 
philosophy was in print way before anybody ever paid me. I sort 
of resent the implication that I am a hired assassin, although 
I think perhaps I should triple my fee considering that he said 
I was so valuable. 
But, first of all, on the study that we're talking 
about today on billing methods. I may have to repeat what I 
said last April. This was a study that I suggested to sears. 






for a price. I wasn't paid to do it. Sears obviously absorbed 
the cost for collecting the data and running the program, but 
I wasn't paid anything. When this thing started, I was on a 
part-time basis. Last summer sears paid my normal University 
salary, that is they gave the University a grant to allow me to 
pursue this on a full-time basis. But when it started, and for 
the first year, there was no compensation of any kind, and I 
would like the record to show that. 
A great deal of what was mentioned yesterday was a 
matter of philosophy. People can disagree on philosophy but 
there were some things that were mentioned on which my study 
does shed some light, and I might run through one or two of 
those just briefly. 
For example, specifically on sears, purchases are 
posted on the day that they are made while payments are delayed 
a day or two. Well, I've studied 865 accounts for a full 12 
month period, and I can testify to the fact that on the accounts 
that I studied, this was not the policy. The payments and 
credits were posted on the same day, and, in fact, last month 
the statement that I got from Sears, but it might have been from 
Penney's, I don't know. Anyway, the statement I received, I 
believe it was from Sears, showed a purchase which I happened 
to have returned the same day. The statement shows the same 
posting date for the date of purchase as for the date of return. 
I took it back the same day and they credited me for it that 
same day. This is a point I think needs to be understood. Mis-
takes may at times occur, but it is not company policy based on 
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the year's analysis that I did. 
On the credit balance aspect, which the company sup-
posedly puts in their pocket, I ran a check on that last night 
after I got back to the room, and out of 865 accounts I had two 
that had a credit balance. These have not been written off and 
pocketed by the company because the accounts are still open and 
active, but I only found two out of 865 involved with credit 
balances. 
One other point. It's absolutely incredible to me that 
anyone familiar at all with commercial transactions would think 
that credit is free. If you take longer than 10 or 15 days to 
pay for your merchandise, you pay a premium which ranges as an 
annual percentage rate of anywhere from 15% to 36% or more. So, 
it's anything other than free. 
Moreover, my data shows a billing cycle averaging be-
tween 31 and 32 days, and I believe this is on some data that 
you were provided earlier. My customers, on the average, took 
about 15 days between the day they bought and the daythey were 
billed. And it was another 14 or 15 or 16 days between the day 
they were billed and the date they paid. 
Before I get into an explanation of billing methods, I 
would like to share with you some materials. After I analyzed 
the 865 accounts for the period of a year, I mailed a demographic 
questionnaire to these people. Last April I didn't have the 
results of that. I only received the results the first of this 
month, and I've had two weeks to look at them. I asked the 





see changed? Here are the results of that, and I would like to 
pass the answers around ••• 
CHAIRMAN DEDDEH: Professor McAlister, 865 accounts 
nationwide or ••• 
PROFESSOR McALISTER: Texas, just Texas. Every town 
in which Sears had a store had responses. Now, I did not get 
865 questionnaires back you understand. I got back 550 from the 
865 that I mailed out. But it's a good sample and if you want 
I can show you how accurate a representation the 550 is of the 
865. Here are the complaints that I got back to that open-
ended question. I had 517 responses of either yes or no, and if 
they put yes they explained. Of the 517 that responded, I had 
28% that said yes: there were some billing changes they would 
like to see made, roughly 1/3 wanted some changes. Now, of the 
147 that wanted to change, they listed 176 specific things that 
they would like to see changed. I have here those specifics 
which occurred in frequency of three or more, and I would like 
you to look at the list. The most common complaint was that the 
rates are too high, but notice there were 21 people out of 550 
who chose to point that out, given the opportunity to gripe 
about anything they wanted to gripe about. But the most common 
complaint I had was 21%. That's actually 4.1% of the total 
number of people that responded to the questions. 
CHAIRMAN DEDDEH: You mean 21 responses ••• 
PROFESSOR McALISTER: 21 responses, 4.1% of the total 
number of responses. But, now this was an open-end question. 
What don't you like, so I had 21 that didn't like the interest 
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rate. I had 17 that griped specifically about the previous 
balance method, and you can see on down the line, an equal 
number complained that they weren't billed in time to avoid 
charges and late fees. It wasn't clear when the closing date 
was, or they didn't like when it was, and right on down the line. 
CHAIRMAN DEDDEH: Professor McAlister, for those who 
may criticize your study saying there was not an adequate sample, 
is it not fair to state that Gallup and Harris on a nationwide 
poll only take anywhere from 1500 people to 5,000 people? 
PROFESSOR McALISTER: I'm not an expert on that, but 
let me make this point. I do know that the statistical accuracy 
of the original sample that I drew of 865 questionnaires is 
accurate. 
The question has been raised, and I think it's a 
legitimate question, is the situation in Texas necessarily the 
same as it is in california. The only thing I can relate to 
that is since I started my study a similar one has been done in 
Florida. One is in process in Michigan, and one has recently 
been finished in New York. The one in New York covered 17 
retailers and these studies, from what I've seen of them, do 
not disagree with the conclusions that I have reached. 
CHAIRMAN DEDDEH: One more question, Professor. Did 
you have a way to determine or ascertain the economic status of 
the people that you have polled? For example, I may have a 
charge account. My wife and I may have a gross income of 
$40,000 and we both have college degrees compared to another 






in the $8,000 to $10,000 bracket. 
PROFESSOR McALISTER: These customers were randomly 
selected and some people who didn't like the results accused me 
of handpicking the customers. That's not true. They were 
randomly selected and that can be documented if you want to get 
an affidavit from the people who helped me design the question-
naire. It was designed for random selection. 
CHAIRMAN DEDDEH: It's interesting. Your largest per-
centage of responses concerned the finance charges ... 
PROFESSOR McALISTER: That was the most common which I 
think is not surprising. But even so I think it's statistically 
significant that we had so few complaints. You would expect a 
large response to an open-ended question. What are you griping 
about? What do you not like? some of them, you know, really 
got things off their chest, but I'm saying that roughly 70% of 
them did not take that opportunity to gripe. Maybe it's because 
they don't know. 
The New York study asked the same question and also 
asked what would you like to see changed. I saw the tabulated 
response this summer. The number one response also was that the 
finance rates are too high, but even there, there was the same 
percentage. It's not just my study which indicates this type of 
concern by the consumer. The New York studies did the same thing. 
CHAIRMAN DEDDEH: Mr. cullen, then Mr. Powers for a 
question . 
ASSEMBLYMAN CULLEN: Mr. McAlister, I appreciate your 
findings, but I don't agree with some of your conclusions and I 
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would like to point out a specific example. 
PROFESSOR McALISTER: Surely. 
ASSEMBLYMAN CULLEN: You have about a dozen complaints 
here. If I may invite your attention to the one that says slow-
ness in posting of payments. You group that complaint with the 
first three complaints: finance charge rates too high, previous 
balance method unfair, bills not mailed in time to avoid charges. 
I treat that as a single complaint category. Now, break it down 
into four. If you were to agree with me that would change the 
number of responses in that category. The aggregate would be 63, 
12.2% of the responses, 42.9% desiring change over 1/3 of the 
total complaints, and so when I take your figures and I look at 
those four categories, those are the number of people that are 
unhappy about paying money that they don't think they ought to 
be paying. 
PROFESSOR McALISTER: You're free to do that but when 
we tabulated these we tried to code these the way the customers 
did them. For example, we tried to put down specifically what 
they complained about, and if the reason you've got 176 items 
and only 147 people complained, it's because some of them 
mentioned more than one complaint. So one may have mentioned the 
rate, and also may have mentioned slow posting. It's interesting, 
maybe it is not clear on the slowness of posting purchases. The 
gripe is that they buy something now, and are not billed for it 
for 60 days. So having bought something in July, there was no 
bill until Septembero By that time, it had been forgotten but I 







clarify things, but I've still got the original questionnaires. 
If you would like to look at them some time, I would be glad to 
make them available to you. 
ASSEMBLYMAN CULLEN: My interpretation is that bills be 
clearly distinguished from a complaint having to do with paying 
of two pennies more than should be paid, and that's what the 
Murphy bill directs itself to, I believe, trying to reduce the 
amount of money being paid. 
PROFESSOR McALISTER: Well, there were only 17 people 
though who said anything at all about the way charges were cal-
culated. There were only 21 who said the rates are too high. 
Now, what they were saying in the case of the bills not being 
mailed in time, and what they were complaining about there is 
that some of them were saying they were not receiving their 
statements soon enough. 
ASSEMBLYMAN CULLEN: I think the problem here, Mr. 
chairman, is as though we ask the audience, "How's the weather 
outside?" One member says well, it's windy and another one says 
it's raining, and another one says it's lousy. So we get three 
different responses and we list them in three different categories. 
PROFESSOR McALISTER: Well, all together we had 28% 
that griped about something. 
ASSEMBLYMAN POWERS: As I understand it, if I go into 
Weinstock ' s and make a purchase and pay it within a certain time 
period, I pay no interest. Now, let's say that I have a running 
account, or my wife has a running account, and during the month 
of November she charges $50 worth of merchandise. I promptly 
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upon receipt of my statement sent in $50 -- are they going to 
flag that down and take it out before they compute interest? 
PROFESSOR McALISTER: How much did she buy originally? 
ASSEMBLYMAN POWERS: Let's say that there was $200 out-
standing. We will just use that as a figure. On a particular 
month she paid $50, and I decide to avoid any interest charge, 
so I send in $50. Now, are they going to deduct that $50 before 
they compute interest charges? Are they going to flag that? 
PROFESSOR McALISTER: Now wait a minute. In November 
did she buy $50 worth? 
ASSEMBLYMAN POWERS: She bought $50 worth. 
PROFESSOR McALISTER: She bought $50. You were billed 
for it and paid your balance in full. 
ASSEMBLYMAN POWERS: No, there's still going to be 
$200 previously outstanding. 
PROFESSOR McALISTER: 
ASSEMBLYMAN POWERS: 
Oh, there was an opening balance ••• 
An opening balance of $200. I 
decided I didn't want to pay any interest charges on that $50, 
so I promptly paid $50. My query is, are they going to flag 
that before they compute the interest charges? 
PROFESSOR McALISTER: You're saying that you have an 
opening balance of $200? 
ASSEMBLYMAN POWERS: Right. 
PROFESSOR McALISTER: All right. Then some time during 
November, say November lOth, you purchased $50. 
ASSEMBLYMAN POWERS: Correct. 







ASSEMBLYMAN POWERS: correct . 
PROFESSOR McALISTER: So you're billed for $250, and 
then, say, on December lOth, or whatever, you paid ••• 
ASSEMBLYMAN POWERS: $50. 
PROFESSOR McALISTER: $50. All right. With this bill-
ing, under the previous balance system your statement is based 
on the previous month's ending opening balance which is $200. 
In other words, they do not charge you for the $50, but they do 
not deduct the $50, so they base the charge on the $200, the 
charge would be 3~~- In other words, they do not charge you for 
the $50 this month, but they do not give you credit for the $50 
that you paid either. 
They treat payments and purchases synonomously. 
~he implication has been made by several witnesses that all 
go•rernmental agencies have a common opinion about some of these 
things, and I might mention that the National commission on 
consumer Finance did a rather extensive study on the subject of 
billing methods. The only recommendation they made on billing 
methods was tbat you treat payments and purchases symetrically. 
That is , if vou don't give credit for payments, then don't charge 
for purchases that same month. 
ASSEMBLY~~T POWERS: How about during the next month? 
PROFESSOR McALISTER: No purchases? 
ASS E.MBLYMAN POWERS : No purchases. 
PROFESSOR Mc::ALISTER: On December 31st then, you would 
be billed, and I'm going to leave out the finance charges on this 
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thing to make it simple. Your opening balance is $250, you made 
a $50 payment so you would be billed for $200 on December 31st. 
Now, under the previous balance system, again it re-
verts back to the balance opening, the opening on the first of 
the month. The balance was $250, so $250 times ~lo would be 
$3.75 on the previous balance, and under an adjusted balance, it 
would be based on the actual amount on the $200, so that will be 
$3. That's how both those two systems work. In other words, 
the previous balance treats purchases and payments symmetrically. 
They do not charge you for current purchases, nor do they deduct 
the payments that were made on the balance at the beginning of 
the month. The balance is carried forward from the previous 
month. The adjusted balance is the cheapest method. It always 
is, at least the cheapest, or never more expensive, because it 
does not count the purchases and gives credit for payment regard-
less of when you make them. 
CHAI~ DEDDEH: It would appear, Professor McAlister, 
that the difference between the previous balance and an adjusted 
balance in the example just used would be 75¢ in interest 
charges. 
PROFESSOR McALISTER: May I make one point? What we 
have here is a few of a half dozen methods. What I did with my 
study was a full year of actual situations. I measured what the 
cost would have been with six different methods, so whereas here 
we have a 75¢ differential. You look at the full year and you 
see an average monthly difference of 15¢ because the average 







CHAIRMAN DEDDEH: The average sales. 
PROFESSOR McALISTER: Sales. The volume per month is 
about $20. The rate percentage of traffic has paid their 
minimal payment and here we have a man making a $50 payment on 
a $200 balance. 
CHAIRMAN DEDDEH: Across the board for whatever it is. 
It runs into millions of dollars at the end of the year. Why 
don't you give us the other two examples? 
PROFESSOR McALISTER: All right. Actually, these are 
two of the six methods that I use. There were four other methods 
that I simulated, one of which was the ending balance method. 
The ending balance method is an extremely simple method, but it 
i~ not a widely used method because it does not allow for that 
convenient ability to pay a balance off like the other methods 
do. You undf'r.f3tand that under both methods suggested~ if a. 
customer pays a $200 November balance on December lOth or the 
11th, under t he previous 3nd adjusted method he doesn't pay one 
dime in finance charges. Under both methods, anytime you pay 
your last month's balance in full, even though you bought $50 
this month, it doesn't cost you anything. But under the ending 
balance method , that is not the way it works. Under the ending 
balance method, even paying the $250 on December lOth, your 
payment is b?sed on what is owed on the last day of that month. 
Nobody uses the ending balance. So that leaves three other 
methods tha~ are used jn some instances. One of them is the 
true actuarial average daily balance. Now, not many retailers 
use that met~0d. It is the type of credit plan that is comparable 
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to borrowing money from a bank. You go into the bank and you 
borrow, and they charge you from day one. Well, if you use the 
true actuarial average daily balance system, which General 
Electric credit corporation does in Texas, and some other states. 
They are the only people that I know who do. You are charged 
for a purchase based on the day that you buy. You buy it on 
December lOth, and they charge you for it, and you pay for it. 
Just like a bank charges on a loan. So that is one way of do-
ing it. 
ASSEMBLYMAN FORAN: On that true actuarial average 
daily balance, would that mean that if I make no purchases 
during a given month, I would pay a finance charge? 
PROFESSOR McALISTER: No, you only pay for what you 
owe. For example, you would take the balance times the number 
of days that that balance was due and you get a sum of each 
day's daily unpaid balance. You divide by the number of days 
in the billing cycle, just like an average, and that's your 
multiplier. so, under a true ADB system, you start out owing 
$200. You owe a $200 balance for 9 days, not counting the lOth, 
which would be $1800. Then on November lOth you purchased $50 
running your balance up to $250. That amount, $250, you owe 
throughout the rest of the billing period, because we didn't 
have you making any payment here in November. You didn't have 
to make any payment until over here in December, and so for the 
remainder of that month, which is 21 days then, you owe $250, 
which is $5250. All right, that plus the $1800 produces a total 






the number of days, in the billing cycle, an average daily 
balance of $235 is produced. Then when you take one-half times 
that amount that produces a $3.53 finance charge. That's how 
true average daily works. charging on the base of a sum of 
each day's unpaid balance and counting all payments and all 
purchases: producing an average and basing the finance charge 
on that. That is the only method that will produce an actuarial 
rate of 18%. You are charged for exactly what you owe, and only 
for what you owe, and for the next month, i.e., for the month 
of December, you would continue starting from the first of 
December through the 9th, for 9 days you would owe $250, and 
~ 
then you pay $50. So for the remaining 22 d:ys in that case, 
you would owe $200. Mathematically, 9 x $250 and then 22 x $200, 
strike an average balance, and multiply, so you would be giving 
credit for the payment made. This method is not used by the 
majority of retailers because it does not allow credit for pay-
ing in full. competition being what it is then is not generally 
used. 
Now, there are two other kinds of average daily balance 
systems that are used. Not too widely yet, but in increasing 
frequency. Average Daily Balance Excluding Debits and Average 
Daily Balance Including Debits. Sears uses one. ward's uses 
one in some states. In Texas, the BankAmericard and Master 
Charge use one. Let me explain my terminology which varies. 
One of these methods I refer to as the average daily balancing 
including debits, or every day balance with debits, meaning that 
in the calculation of each day's unpaid balance you would include 
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purchases as well as payments and credits, then the calculation 
of that day's unpaid balance. Under the other method, which I 
refer to as the average daily balancing excluding debits, or the 
every day balance without the debits. In the striking of each 
day's unpaid balance you give credit for payments and credits 
when they come in, but you don't count for that month's purchases. 
These are the other two. 
Now, for the month of November, since we are starting 
out with an opening balance of $200, the first ADB method, the 
one that includes debits, would be identical, because he started 
with an average daily balance, and he did not pay that balance 
in full. In instances like this, your ADB including debits, 
which some people call the Arizona method because it is author-
ized there by statute. (The Attorney General in Michigan just 
ruled this method could be used there.) Under that method, in a 
month where you start with a balance or in a month where you do 
not retire that balance in full by making your payments, then 
this method works the same way that the true actuarial workso 
In other words, you give credit for payments, if he has made 
them, and merchandise returned, but you also charge for the num-
ber of days the balance is due. 
The difference between the ADB including debits and a 
true actuarial is, when you start the month with no balance. 
Had this individual started this month with no balance, i.e., 
with a zero balance, under a new average daily you wouldn't pay 
anything for the first 9 days. But under true actuarials daily 





would pay a finance charge at a monthly rate of 1~/o from the lOth 
day through the 30th day. That is, under a true actuarial. But 
under the Michigan/Arizona type average daily, since you started 
the month with no balance, November does not cost you anything 
because you started with no balance. Is everybody with me? It 
is hard for me to make all of this clear. 
ASSEMBLYMAN FORAN: Why don't you try it again? 
PROFESSOR McALISTER: It is essential that I make my-
self clear: without that we can't get anywhere. Under a true 
actuarial where you start out with no balance, there is no 
charge for the first 9 days of November. But, beginning on day 
one, November the lOth, when you buy something the charges begin. 
What we would have under a true actuarial -- I am go-
ing to call this true ADB for November, for 9 days, zero balance. 
November lOth where you bought $50, so for the 21 days remaining, 
$50 balance: 21 days, $50 balance. 21 times 50 would bring this 
to a total of $1,015, divide that by 30 days of the billing cycle 
which produces an average balance of $35 x 1~/o produces a finance 
charge of 53¢. For November then, under true ADB, the November 
charge would be 53¢, which represents an annual rate of 18%. 
Under the previous balance method, the charge for 
November is zeroo Under adjusted balance in this situation, 
there is no charge. True ADB is the only system where you would 
incur a charge on any kind in a month where you started with 
zero balance. 
ASSEMBLYMAN CULLEN: That is an artificial method. What 
if the balance was $1? Would you then incur charges on $150? 
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PROFESSOR McALISTER: No, sir. In most stores that I 
know of personally, consider a balance of $1 or less as no 
balance. 
ASSEMBLYMAN CULLEN: All right, $10. 
PROFESSOR McALISTER: If it were $10, then you would 
incur charges based on the $10 for the number of days that it 
was in the cycle. 
ASSEMBLYMAN CLINE: How about the purchase, the 
November lOth purchase, under the Michigan/Arizona plan? 
PROFESSOR McALISTER: You would be charged on the 
basis of 50 or the 20 days it was in the cycle because you owe 
the balance at the beginning of the month. 
It is a company policy to defer the finance charges 
if there is no balance. If you start off the month with no 
balance, there is no charge under any method except this ADB. 
on the other hand, if the sum of the payments and credits on 
the account for the following period equal or exceed what you 
owed at the opening of the month, then there is no charge. 
ASSEMBLYMAN CULLEN: could you do another example. If 
there is a zero balance, he is not going to get charged any 
interest on his $50 purchase. If I had a $10 opening balance, 
I am going to get charged an interest charge on that $50 
purchase. 
PROFESSOR McALISTER: For the exact number of days. 
ASSEMBLYMAN CULLEN: I understand, thank you. 
PROFESSOR McALISTER: If he pays his account off, he 
is not charged for anything that he buys during the next month. 
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For example, here on December lOth, when he eliminated that 
previous balance. By paying it in full, then under no method 
other than the true average daily, would he b~ charged at all? 
ASSEMBLYMAN CLINE: Under this Michigan/Arizona plan? 
PROFESSOR McALISTER: He wouldn't either. Let me try 
to make an example ••• 
ASSEMBLYMAN FORAN: Mr. chairman, perhaps, if we could 
get one set of facts taking several of those key facts show a 
true average daily balance and show us exactly what the figures 
would be used given a set of such facts. 
PROFESSOR McALISTER: May I ask one thing before I do 
that? We could take a hypothetical example for a month or two, 
but that doesn't really tell you the facts. We should examine 
a full year. 
This would actually have been the impact. If you want 
to compare, for example, an average daily balance system that 
includes interest with the premiums, you will see on one of 
those tables that the result is no different, or less cost, 75% 
of the time. 
ASSEMBLYMAN KNOX: Why don't you take your example and 
we can follow you as you point out the specific examples. 
PROFESSOR McALISTER: Let me call your attention first 
to the second table in that list, which is labeled, Average 
Monthly Dollar Finance charges, under six different billing 
methods . Let us look at that one first. (Refer to Appendix A) 
ASSEMBLYMAN KNOX: What purchase figure are you using 
in this? 
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PROFESSOR McALISTER: That is the point. This is not 
hypothetical, theoretical explanation. This is actual, based on 
the years and account use of 865 accounts. That is why I am 
saying that this is much more valuable than for me to stand up 
here and point out one or two methods. Hypothetically, I can do 
anything I want to with one or two methods. I can make it look 
very bad for one method, or very good for one method as I choose, 
and I don't want to do that. 
Table 1 is a summary of some of the characteristics of 
these accounts. I hate to keep repeating myself, but this is a 
summary of actual account history, not any hypothetical con-
jectures. 
ASSEMBLYMAN KNOX: How do you choose the 865 accounts? 
At random? 
PROFESSOR McALISTER: At random. We took a list of all 
the accounts. We got a printout of all of them. We took a 
list from all levels, selected a starting point by using the 
table at random numbering, then we took every 40th account from 
there on out. Incidentally, the accounts were not listed in any 
alphabetical order, they were produced at random of existing 
accounts. That is how we selected them. We got a fantastic 
sample. Like I say, I have accounts, one or more from every 
town in which Sears had a store in the State of Texas, and that 
is a lot of them. 
If you will look at Table 2, what I have shown here are 
the average dollar finance charge cost per month under the six 
methods. The average gives you a much better idea, I think, of 
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the impact of one method versus another rather than me taking 
out two or three months, because I can make two or three months 
look like whatever I want to. That is exactly the problem that 
led me to do this study. My motivation was because I had been 
reading Senator Proxrnire's material and all of these stories of 
how one method is worse than another, and these were all of 
these exarnples. That is why I took the 865 the whole year. 
What you have here ~s a summary of what actually did happen. 
Under the previous balance system, which was the method 
actually charged by the store at that time, it amounted to $1.24 
a month ••• 
ASSEMBLYMAN KNOX: Back in the california system? 
PROFESSOR McALISTER: No . However, it is the one most 
w~dely used throughout the United States. The adjusted balance 
on ·.:.he average, as I. indica-ced before, provided a monthly charge 
of l3c;; .Less or $~.09. Tbat i~gure is not just based on two or 
three months o£ a d~iierent situa~~on, but on the average, 15¢ 
per month. ·rhen, the enaing balance method that nobody uses, 
you see, was a more expens~ve method, resulting $1.41 per month. 
Then, ~he ave:...:age dai y including debits, and the 
average daily exclud~ng deb~ts , which is the method whereby you 
do not include current purchases in your unpaid balance or what 
you are basicalLy charged , produced 6¢ a month less with $1.18. 
The true ac~uar~al wh~ch ~s the oniy method that would produce 
an 8% y~ela, produced $1.4/ , which ~s the most expensive one. 
Let t s look a-r: 'I'abJ..e 5. f you look at 5, this shows 
you what happened on all of them . What I did was, I broke down 
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all of the differences. So here, all 865 differences in Table 5 
categorized by whether they were zero or 1¢ to 10¢ a month, 
et cetera. These categories are arbitrary, you understand, but 
useful. If you will compare previous and adjusted, although 
the average monthly difference is 15¢, in 4~/o of the cases 
there was no difference between previous and adjusted. 
ASSEMBLYMAN KNOX: Could you say that again? 
PROFESSOR McALISTER: In 39.5% of the cases, previous 
and adjusted produced the same cost. What I mean is that in 
342 of the specific accounts over a 12 month period, there was 
no difference in the cost. I had 25 accounts that didn't pay 
any charge at all, so their finance charges would have been zero 
under any method. The difference between the 25% that never 
pay and the 39.5% that did see no difference, is that maybe one 
month there was a difference but it averaged out to be less 
than ~ of 1%. 
First of all, I want to show you how much the differ-
ence is worth, and then I want to relate that to income, 
education and occupation. Because Mr. Grossman made an im-
passioned plea yesterday for the poor and the unsophisticated, 
I am going to show you a little bit later that those who are 
getting ripped off by the previous balance method are not the 
poor and the unsophisticated, but the rascals who have the 
advanced degrees. 
Let us look first at the magnitude of differences, and 
then I will show you who it is that pays. If you are interested 
in previous versus adjusted, this shows you, for all 865 how 
- 34 -
0 
much of a difference there was. In 40% of the cases, no 
0 differences; another 21%, a difference, but by no more than 10¢ 
a month or $1 a year, and right on down the line. I had more 
people where it did amount to more than $1 per year. In fact, 
/ 
0 I had one person at $1.86 a month, that is $22.32 annually. If 
you are worried about him, if you are worried about that $22.32 
making a real hardship case, don't worry about it. I ran him 
down, and found that he makes over $25,000 a year from primary 
income; plus, he has an investment income, interest income, and 
everything else; uses his account ten times, buys $100 a month. 
The last category is $1 a month or more and I had four 
people out of the 865 where it would have cost them $12 a year 
or more. But when you look at their incomes, they are not in 
the under $7500 group, they are making $15,000 or $25,000 or 
more. 
Refer to Table 6, if vou will. Table 6, I think, is 
par~icularly interesting. Here I am talking about previous as 
~ompared to the average daily including debits, the Michigan 
sys·cem and ·the Arizona system. Here is a system where you can 
:JO either way . 'I'hat is why you have both the positive and the 
neoati ve va~ues. In other words, under the Michigan type some 
~ustomers may pay more than under previous, some customers may 
pay less. This shows you what did happen. Again, 43% would 
have paid no differen~e. The metho3s would have incurred the 
3ame charge and if you will notice there, the big difference 
from all ac~o mts 5.s • 004, mean1.ng that the average difference 
e t .""'een these two systems is zero. That is not actually zero, 
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but is .00526. It•s not an absolute zero, it•s actually ~ of 1%. 
Now on Table 6. I said that the average daily balance 
including debits, 75% of the time, either cost no more or cost 
less. so if you switch from previous ADB, what is going to 
happen? According to these data, plus other studies that I 
have seen, in a large percentage of the cases, 43%, you are not 
going to change anybody•s cost. You are not going to raise the 
costs or lower them. In another 31%, you are going to reduce 
the cost. In other words, if you go to an ADB, rather than 
previous, 31% of these people would have paid less charges. 
Some would have paid more. The percentage that would have paid 
more is the sum of all the positive values, 26%, but 75% of 
them roughly would pay no more or less under this Michigan type 
method. That is why only a couple of months of data can make 
one method or the other look good or bad relative to the other. 
This study shows you exactly what did happen on 865 actual 
accounts for a whole year. some gained, some lost, on the 
average, a half cent difference. 75% of the time, no difference 
or less. 
The question is, I think plainly in this case, who is 
it that pays more under the Michigan type? It is the person 
who does the most buying. It always is. 
If you want to look at the yield to the industry, look 
at the yield on Table 12. The annual yield column indicates 
the yield is very advantageous to the store. Previous yield of 
15.928, adjusted yield of 14.045, which is a 12% loss yield, 
produced greater than 18% interest. The Michigan type average 
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daily produced 15.997, which is approximately the same. I 
caution you again, figures like the 15.997 and the 15.928 
statistically are identical to one another. The study is not 
accurate enough to split hairs. 
CHAIRMAN DEDDEH: On Table 12, the average daily 
balance, excluding deficit, is this the Sears plan? 
PROFESSOR McALISTER: That is the one they are using 
in most states now. It produced 15.135% use, which is roughly 
5% less than the premiums. 
ASSEMBLYMAN CLINE: wait a minute. Is Sears an 
excluding deficit? 
PROFESSOR McALISTER: Yes, it is. 
Let me recapitulate. Under both average daily with 
deficit and without deficits, as well as under previous balance 
for that matter. You don't charge anybody anything if they 
don't owe anything at the beginning of the month. Under any 
of those plans, anytime a customer pays his balance in full 
there is no charge. 
CHAIRMAN DEDDEH: We are talking however about that 
customer who owes a balance and then buys more. 
PROFESSOR McALISTER: When you are talking about that 
fellow, he st1ll has the 30 day option under either type of 
average daily. He can always pay under either the Michigan or 
the sears title. 
CHAIRMAN DEDDEH: As I understand you, to be competitive 
sears is adopting the Michigan plan in Michigan. 
PROFESSOR McALISTER: I only know what they have done in 
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Texas and some other places. 
For whatever it is worth, let me make a couple of 
summary points. I am not at all trying to tell you what to do, 
because I am not here advocating one method or the other. As 
an economist, and having looked at these things for a year and 
seen how small the difference is, I would advocate free com-
petition and let the market determine what billing to use. But, 
I would ask you to consider that if you adopt as a ceiling some 
method that does produce a less yield than what is now presently 
being realized, then you run into all of the same problems that 
were discussed yesterday, whether they be right or wrong. 
The other problem is the smaller retailer. You force 
the smaller retailers to go to any kind of average daily, I 
don't care what it is, but the average guy who is not on a com-
puter, unlike Sears, ward's and Penney's, what is he going to do? 
How is he going to go through all of this? 
CHAIRMAN DEDDEH: Let me ask Mr. Shillito a question. 
Mrs. cotton in San Diego has about six or seven stores. I don't 
know what their gross volume is generally, but would you classify 
Mrs. cotton's store as a small retailer? 
MR. SHILLITO: That would be a middle-sized retailer, 
and is on computer. 
CHAIRMAN DEDDEH: How about Broadway? 
MR. SHILLITO: Large with a computer. I think the 
classification would probably be the store that grosses $1 
million and less. 




questions about the mechanics? What I want to show you, I think, 
is even more important than looking at the dollar differences. 
I want to try to show you what Mr. Shillito just told you, where 
the impact is, because that is the critical issue to me. 
I would remind you of a point I made yesterday. One of 
the questions that I asked was, what do you consider a fair 
charge? As you recall from what I gave you yesterday, 65% of 
them said $9 or more is a fair charge. Of course, a previous 
balance method would yield just barely over $9. Evidence points 
that people are not effectively understanding the dollar cost. 
They know the interest rate, but they are not effectively under-
standing the dollar cost. They know the interest rate, but they 
are not affectively understanding the dollar cost. 
CHAIRMAN DEDDEH: Realistically, how many borrowers 
reaj the Truth of Lending statement? 
PROFESSOR McALISTER: They are aware of the rates, but 
they don•t know the dollar cost. They think 18% of the revolv-
ing account is like 18% from the bank. They figure if they can 
borrow from the bank at 15, it has to be cheaper than the re-
tailers• 18, which is not true. 
CHAIR~ DEDDEH: It ought to be discussed in terms of 
the percentage per month. I think that is more understandable 
to an average citizen. It is not 18% a year, it is 1~~ a month. 
PROFESSOR McALISTER: But even there, it is not 1~~ 
every month, if you start with no balance or you are paying in 
full. 
ASSEMBLYMAN KNOX: Most people understand that if they 
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pay the bill at the end of the month, there is no charge, and 
they understand that if they have a balance outstanding, it is 
1~/o of that amount, whatever it is. 
PROFESSOR McALISTER: The fact is that the previous 
balance method is actually not costing them more than about $9 
per hundred per year. This is about what it is costing them. 
CHAIRMAN DEDDEH: Is it your judgment that industry 
would be able to live with the Michigan plan? 
PROFESSOR McALISTER: It will cost 28% of the people 
more money, but it doesn•t necessarily have to do that. It 
depends on how they use their accounts. If they buy a great 
deal during the month, then it will likely cost more under that 
method than under the old previous balance. For example, if the 
customer buys $300 for a refrigerator and just simply pays it 
off, the Michigan plan will cost him less every time than the 
previous ones. 
The type of customer who would pay more under the 
Michigan type plan, and less than a third of them would pay more, 
is the man who uses his account very frequently. I think I have 
the data to indicate that more often it is the upper income 
groups rather than the lower income groups who do. 
If I may, I would like to go over this material I just 
gave you. This shows you the impact on my income, occupation 
and education. I think this is rather revealing. I have six 
income levels, and what I have tried to do is to show you what 
percentage of the amount by which the previous balance method 




$973.56 additional cost over previous as opposed to adjusted. 
What I have done here for each of these income groups is to 
show you what percent the total difference each income group 
accounts for, and I have related that to their percent of the 
sample and have come up with an index which measures their 
shares. If you will look here, the two lowest income groups, 
the $7500 or less, and the $7500 to $10,000, for less than their 
share of that difference. Meaning that they are not being im-
pacted by the previous as much as the higher income groups are. 
The income group that pays the largest share in re-
lation to their share of the sample are those between $10,000 
and $15,000. Mr. Grossman said yesterday that the poor and un-
sophisticated are the ones who are being hurt by the previous 
balance. It is not so according to my data. You can see here 
that these groups are accounting for 86% of their share, whereas 
these higher income groups are paying more. Another way to 
look at this is if you go from previous to adjusted, which in-
come groups will benefit more? It is the $10,000 to $15,000, 
$15,000 to $20,000, and $25,000 or more that will benefit, not 
the low income people. on education, look at the next page. 
ASSEMBLYMAN KNOX: Your statistics are interesting but 
they probably might indicate the characteristics of the con-
suming public. In other words, the $7500 group is the consistent 
purchaser. 
PROFESSOR McALISTER: The lower income groups definitely 
do not use their accounts as much, and they account for a smaller 
percent of the samples as I pointed out yesterday. The low income 
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people are generally not using this type of credit very heavily. 
These data still show that those that do, those in the low in-
come group that do use it. The difference between previous and 
adjusted is smaller for them than it is for the higher income 
groups. All I am saying is that if you go to your constituents 
and say, look all of you low income folks, I have saved you all 
of this money, but actually, you have saved this money for the 
$10,000 to $20,000 people and the $25,000 or more. 
I think these data show that it is not the poor people 
who are being hurt by the billing, or who are paying more than 
their share. Look at the education chart, which I mentioned a 
few minutes ago. It is just beautiful. 
If you look by education here, the people with grade 
school education only accounted for 95% of their share of the 
difference. They didn't carry their weight of the difference. 
Look at those radicals down there with the advanced degrees, 
which includes the lawyers and the doctors. They pay more than 
their share. There is less comparison by occupation. On 
occupation there are several who are carrying their share. But 
generally it is not the lower paid occupations. For example, 
the students, housewives and the retired, they are only account-
ing for 61% of their share. And the biggest group, the service 
workers and the professionals show less of a difference. Again, 
there is no way from the data that I have given you to show it 
is the low income unsophisticated fellow where the previous 
balance method is making the most difference. 





compares the previous with the Michigan system. This is the 
same type of data on the Michigan system. The first page simply 
compares the distribution of the difference between these two 
methods and between the original 865 and those who responded. 
And, again, I have about the same average. Page 2 shows you 
what it is by income. Here, I don't have the same kind of 
table that I showed you the last time because there is not 
enough of a difference to calculate a share of it. If you re-
call, there is a difference of less than a half percent. I 
didn't have any differences to calculate the share. This makes 
it tougher. But I can show you, for example, if you look down 
there at the main difference the main difference was zero or 
a half a cent for the sample as a whole. And look at it by in-
come brackets. You don't find any kind of a pattern at all. 
The low income people with $7500, or less, their main difference 
is also zero, which would tend to indicate that their share of 
the difference is the same. The $7500 to $10,000 is a plus one, 
which is a very little difference from zero, but would tend to 
indicate that for that income group at least, previous did tend 
to cost a little more. For the $10,000 to $15,000, it is a 
penny less. Then zero again and then a penny, so you are not 
talking about that much difference between these two. 
In other words, if you change from previous ADB with 
which income level would benefit or which income level would 
lose? It is not clear that there would be any substantial re-
lation at all with one and two. When you switch from previous 
to ADB with what income groups will benefit here? The only thing 
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I have found here at all, is that those under $20,000, which 
includes everybody from zero up would probably tend to benefit 
slightly more than those above $20,000. But there really is not 
that much of a significant difference. By education and occupa-
tion, the same thing. 
Let me share some other statistics with you. I have 
done similar stuff to this for every combination of billing 
methods you might be interested in. For example, if you are 
talking about switching from previous to the Sears type, who is 
going to benefit and who is going to lose? All right, let me 
put the income levels up here. $7500 or less, $7501 and $10,000, 
et cetera. Those are the income groups. The index comparing 
premiums with sears type and ADB without and again calculating 
the share of the difference, the index reads like this: for the 
low income groups, the lowest is 85.7%, which means they again 
did not carry their fair share of the differenceD In other 
words, they are relatively better off and would gain less from 
the switch. The second group here is even worse -- 68.4%. 
Middle income groups, again, they are the ones who are paying. 
So, if you change your previous to this type of ADB, the 
benefits would be at about the same level of increase for each 
income group -- as if you went from previous to adjusted. That 
is, the middle income and the upper income would benefit. 
What I resent is people who try to make out that what 
they are doing is going to benefit the poor and the unsophisti-
cated, unless they have some data to support their claim. I am 
not necessarily trying to sell the previous balance. You may 
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decide to outlaw the previous balance system for a number of 
reasons, political, public relations or other, but to say that 
you ought to outlaw it because the poor and the unsophisticated 
are the ones who are getting hurt by it worse than anybody else, 
is just not factual. At least, until somebody can come up with 
some papers to convince me otherwise, and this has never been 
done. 
ASSEMBLYMAN CLINE: Which system would benefit the 
middle income people the most? 
PROFESSOR McALISTER: The middle income? They pay 
more than their fair share -- they pay more than their share 
relatively under any system that you use. The billing method, 
really, does not have that much impact on the cost. If you go 
back and look at those averages, then you see we are talking 
about 6¢ as one of the differences, or 15¢ as one of the differ-
ences: and that is really not that much impact in terms of the 
total finance charges that they are paying, or in terms of the 
total amount that they are buying. 
In other words, to relate this again to what I told you 
earlier today, the average customer I surveyed, bought over $240 
a year on his Sears charge account. He paid less than $15 in 
finance charges, and then he used the adjusted. He was saving 
a grand total of $1.80. Again, based on the account averages 
that I have, the average customer that I had in the $7500 bracket, 
had about three department store charge cards. If you prorate 
that, what he has done is bought over $1,000 or $750 to $1,000. 
As a result of the adjusted balance he saves on these purchases, 
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$5 or $6. And that is what the issue is about. Which is why I 
mean, as an economist, I can't find that it is a significant 
issue. But politically, yes, I would grant that it is. 
But, in terms of income, it is the middle and the 
upper incomes that would benefit the most by switching to the 
adjusted. It is hard to believe, I know, that is true. In 
terms of education, it is not the lowly educated, or the grade 
school people who would benefit, it is those people like me, who 
have an advanced degree. We are the ones who would benefit. 
Of course, many of you being attorneys with an advanced degree 
know what I mean. Perhaps you ought to vote accordingly. But 
it is not the uneducated who are going to benefit. 
What about the adjusted versus the Michigan type? Who 
gains? The ones who benefit the most are the middle and the 
upper income groups. If you take the adjusted and compare it 
to the Sears type, you get the same thing. If you take the 
adjusted and compare it to the Sears by income again, the same 
pattern. 
One reason that this is true regardless of the billing 
method is for two reasons. one, the billing has a very minimal 
impact on the total charges to pay. The other one is, that in 
terms of the impact for the total charges, the low income groups 
are not accounting for more than their share of the finance 
charges. The low income groups are paying about their share of 
the total finance charges, but they pay less than their share of 
the impact of billing methods. 
What bothers me most, and I hate to keep repeating this, 
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is someone using two or three months with a hypothetical situa-
tion to prove one thing or the other. That is why I did this 
study, to take a whole year and to see what actually happened. 
On the average, at the most, I came up with about $2 a year for 
the average customer. Then you have to offset that over and 
against whatever price increase may come about as a result of 
deficiency of revenue. Although the impact to the average 
customer because of the amount of buying he has done is very 
small, the impact on the store as that table over there in-
dicates is a 12% loss of revenue. If you accept the premise 
that stores are making a lot of gravy on the finance charge as 
it is, then you would say they can readily absorb that loss, if 
you accept that premise. But if you accept the premise that 
they are not breaking even or perhaps breaking even but not 
quite, as all of the studies have indicated -- those studies 
have been attacked, and I don't blame anybody for doing that, 
but I wish they would come up with data that showed the con-
trary rather than just attacking. 
But if you accept the premise that they are not making 
money and you force them to reduce their revenue by 5, or 10, or 
12%, it is just like pouring water into a smaller cup, it is 
going to overflow, and the difference must be paid somewhere. 
In this particular case, forcing the revenue down is not going 
to benefit the lower income people. The people who will benefit 
most are the ones who make between $10,000 and $20,000 and over 
$20,000. 
ASSEMBLYMAN CULLEN: Professor McAlister, is it your 
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conclusion that the only way you are going to have everybody 
paying 100% of their share on your scale there is the true 
average daily balance ••• 
PROFESSOR McALISTER: That is right. 
ASSEMBLYMAN CULLEN: The remaining alternatives leave 
you with roughly this pattern? 
PROFESSOR McALISTER: Right. Under the true average 
daily balance, everybody would pay their share, based entirely 
on their activity. There would be no free credit period. It 
is the only method that will produce an index of one hundred. 
ASSEMBLYMAN CULLEN: That is also the most expensive 
method. 
PROFESSOR McALISTER: Sure. Should you adopt for 
clarification purposes, a true actuarial method. In other words, 
should you write into the statute that a method must not produce 
more than the true actuarial. In most states they could be do-
ing it now if they wanted to: they don't because for competitive 
reasons. If you did adopt a true actuarial as a ceiling, that 
would eliminate the previous balance. That is a point that needs 
to be understood, because it is possible for the trade-in balance, 
in some instances, to exceed what the true actuarial is. (It 
doesn't happen in 90% of the cases, but it could happen). So, 
if you would adopt a true actuarial ceiling, in other words, if 
you simply said that we will not allow any billing methods which 
produce an effective rate greater than 18% actuarily, then you 
would eliminate the trade-in balance. And you would permit 
stores to choose methods that would produce less revenue, if 
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they chose. 
If they all lose under true actuarial, which they 
wouldn't do, then you would get an index of a hundred for every-
body would pay their fair share. There is a lot to be said for 
a true actuarial ceiling with competition determining what 
people do, and that in effect would be my choice. But not too 
many people agree with me because they are afraid everybody is 
going to use it. As an economist, I don't believe so, for 
competitive reasons. 
But the true actuarial is the only one that would pro-
duce an 18% rate. The only one that would actually produce 
what the statutes say can be charged. I wish I could give you 
an easy political solution. I personally feel like communicating 
to the consumers first of all that the cost is not more than $9 
a year or so. 
Let me try and summarize. These are the choices, the 
previous balance versus the adjusted, the previous versus the 
Sears type; adjusted versus Michigan type, adjusted versus the 
Sears type, and the Michigan type versus the Sears type. 
The largest differences by income. Previous versus adjusted, 
$10,000 to $15,000, $15,000 to $20,000 and the $25,000 plus. 
Previous versus ADB with, I will have to say the difference is 
almost zero. Previous versus Sears would benefit most the $15 
to $20,000 and $10 to $15,000. The adjusted versus ADB with 
benefits the $10 to $15,000, $25,000 plus, $15 to $20,000. I 
have done the same thing by education. 
By education, previous versus adjusted would benefit in 
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the following order: advance degree holders and those who have 
some college degree. Premiums versus ADB with the advanced 
degree holder and those with some high school. Premiums versus 
ADB without the advanced degree holder and those with post-
graduate work. The adjusted versus ADB with some college, the 
advanced degree holder, and then the grade school people would 
come in on that one. But they are third. Adjusted versus 
Sears, advanced degree holders and some with some college 
degree. The ADB with versus the ADB without grade school 
people, some post-graduate people and some college people. No 
matter how you slice it, it is the middle and upper income 
groups and the relatively high level of education that will 
benefit most what little benefit there is. They are the ones 
who will reap the benefit of a billing change. 
If the committee decides in accordance with some of the 
wishes of the witnesses yesterday, or if the committee decides 
that they would like to duplicate the study, I would be willing 
to help explain what I did step-by-step. Whatever you do, I 
would urge you to steer away from hypothetical examples, because 
people can make whatever issue they try to make. And I would 
urge you to look at some actual account instances, rather than 
what somebody says. You can come up with horror stories to 
illustrate whatever you want to, but they, in fact, do not occur 
here. 
ASSEMBLYMAN FORAN: Thank you. Mr. Shillito, thank 
you very much. Is there anyone else who wishes to testify on 
this subject matter? Mr. Levey did you want to testify? 
- 50 -
Anything further from members of the committee? If not, I will 
declare this meeting adjourned. 
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APPENDIX I 
Mc.Alister Texas Study 





EMPIRICAL DATA CONCERNING SEARS REVOLVING CHARGE ACCOUNT USAGE IN TEXAS, 
SELECTED SU~~RY STATISTICS, 865 ACCOUNTS 
Item Mean1 Median2 
Average Outstanding Monthly Balance $91.90 $37.27 
Average Monthly Dollar Finance Charge, All Accounts3 $ 1.24 $ 0.31 
~ --~·Average Monthly Dollar Finance Charge, Based Only 
$ 1.68 On Those Accounts Actually Paying Charges 
Average Number of Months Finance Charge Incurred 5.16 3.0 
Average Annual Percentage Rate Paid, All Accounts 11.64% 14.40% 
Average Annual Percentage Rate Paid By Those Accounts 
Who Paid A Finance Charge 15.65% 
Average Number of Sales Per Month, Per Account 0.95 0.67 
Average Dollar Volume of Sales Per Month, Per Account $19.85 $13.89 
Average Number of Days Between Purchase Date 
and Billing Date 15.90 16.0 
Average Number of Days Between Billing Date 
and Payment Date 14.77 15.09 
. . . . . . . . . . . . . . . . . . . . . . . . • • • . . • • • • . . . . . . . 
Accounts Who Always Paid A Finance Charge ••••••••••• 213 or 24.6% 
Accounts Who Never Paid A Finance Charge ••••••••••• 226 or 26.1% 
Accounts Who Paid A Finance Charge Part of the Time • • • • • • 42~ or 49.2% 
Notes: 1. An arithmetic average of monthly averages for all individual accounts. 
2. The mid-point in a series of data, indicating that one-half of the 
accounts had a value of this much or more and one-half had values of 
this much or less. 
3. Billing method actually used on the accounts sampled in this study 
was the Previous Balance. Finance charges were on the following 
basis: on that part of the Previous Balance between $33.33 and $500, 
the monthly rate of charge was 1 1/2%; on that part of the Previous 
Balance in excess of $500, the monthly rate was 1%; on balances from 
$1 to $33133, a finance charge of $0.50 was assessed. 
Source: Data taken from a twelve-month history of account records chosen at 
random. Sample data included accounts from all parts of Texas. 
TABLE 2 
AVERAGE MONTHLY OOLLAR FINANCE CHARGES UNDER SIX 
DIFFERENT BILLING METHODS, 865 ACCOUNTS 
B1111ng 
Method Mean Median 
Previous Balance $1.24 $0.31 
Ad3usted Balance 1.09 0.25 
Ending Ba1anco 1.41 0.62 
Averaye Da11y Balance, 
. Inc ud1ng Debits 1.24 0.30 
Average Daily Balance, 
Excluding Debits 1.18 0.28 
True Actuarial Average 
1.47 0.66 Dl11y Balance 
Source: Data taken from a twelve-month account history. 
0 
TABLE 3 
DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES, 
SIX BILLING METHODS, 865 ACCOUNTS 
(Based on Mean Figures) 
Billing 
Method cu cu u u 
c c 
RS RS - ,..... .a en .a en co +J co +J - .,... >,.c >,.C 
- QJ 
,..... QJ 
en "'C •.-C .,... c 
~cu cucu cu RS RS 
00 +JO c::nu cc::n Qc::n .,... c cnc cc c c 
Billing >RS ~RS .,.. RS CU•r- CU•r-CUr- . ....,_ "'C- tn"'C tn"'C Method S..RS "'CRS CRS RS~ RS~ 0.. co <C co L&J co S..r- S..r-cuu cuu 
>C >X 
c::c- <CLLJ 
Previous Balance ---- $0.15 ($0.17) $0.00 $0.06'/ 
Adjusted Balance {$0.15) ---- {$0.32) ($0.15) ($0.09) 
Ending Balance $0.17 $0.32 ---- $0.17 $0.23 
Average Daily Balance, 
Including Debits $0.00 $0.15 {$0.17) ---- $0.06 
Average Daily Balance, 
{$0.06) $0.09 ($0.23) ($0.06) Excluding Debits ----
True Actuarial Average 




















Source: Data taken from a twelve-month account history of records from 865 accounts. 
-........... 
TABLE 4 
DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES, 
SIX BILLING METHODS, 865 ACCOUNTS 
(Based on Median Figures) 
Billing 
Method C1J C1J 
u u c: c: 
tU tU 
r- -tU&n IU(fl 
al+J £:0 +J .,... .,... 
>,.o >,.o 
r-ClJ r-ClJ ., -o •r- c •r-Q 
~ClJ ClJCI.I C1J tU tU ou +JU OlU c en c en 
•r- c: (I'll: cc c c 
>tU ::StU .,... tU ClJ•r- ClJ•r-
Billing C1J- . ...,,.... -or- cn-o en-o S..tU -oca C:tU IU::S tU::S 
Method Q..£:0 c:( £:0 1.1.1£:0 S..r- s.. ..... CI.IU CI.IU 
>C: >X 
c:(- c:( 1.1.1 
Previous Balance ---- $0.06 ($0.31} ($0.01) $0.03 
Adjusted Balance ($0.06) ---- ($0.37) ($0 .05) ($0.03) 
Ending Balance $0.31 $0.37 ---- $0.32 $0.34 
Average Daily Balance, 
Including Debits ($0.01) $0.05 ($0.32) ---- $0.02 
Average Daily Balance, 
Excluding Debits ($0.03) $0.03 ($0.34) ($0.02) ----
True Actuarial Average 






























DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES. 




+0.01 to 0.10¢ 
+0.11 to 0.15¢ 
+0.16 to 0.25¢ 
+0.26 to 0.50¢ 
+0.51 to 0.75¢ 
+0. 76 to 1.00 























. . . . . . . . . . . . . . . . . . . . . . . . . 
Mean (average) difference: $0.15 
Median difference: $0.04 
Range of differences: $0.00 to 1.86 
Note: 1. When the a~ount of the difference is a positive 
value, this indicates that the Previous Balance 
method is the greater of the two. 
Source: Data taken from a twelve-month history of account 
records on 865 accounts chosen at random. 
TABLE 6 
DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES, PREVIOUS BALANCE 
AS COMPARED TO AVERAGE DAILY BALANCE INCLUDING DEBITS 
Amount of 1 Difference 
-$0.51 to 0.59¢ 
- 0.26 to 0.50¢ 
- 0.16 to 0.25¢ 
- 0.11 to 0.15¢ 
- 0.01 to 0.10¢ 
$0.00 
+ 0.01 to 0.10¢ 
+ 0.11 to 0.15¢ 
+ o. 16 to 0.25¢ 














865 . . . . . . . . . . . . . . . . . . . . . . . . 
Mean (average) difference, all accounts: $O.OOS~ 
Median difference, all accounts: $0.00 
Mean difference, positive values only: $0.06 
Median difference, positive values only: $0.04 
Mean difference, negative values only: -$0.09 
Median difference, negative values only: -$0.06 











100.000% . . . . . . . . . . . 
Total positive values: 
268 or 30.98% of all 
accounts. 
Total negative values: 
228 or 26.36% of all 
accounts. 
Item: When there is a difference other than zero, positive values account 
for 54% of the differences; negative values account for 46% of the 
differences. 
Notes: 1. Where the amount of the difference is a negative value, Previous 
Balance is less than ADB including debits. Where the difference 
is a positive value, Previous Balance is more than ADB including 
debits. 
Source: Data taken from a twelve-month history of account records on 865 





DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES, PREVIOUS BALANCE 




+ 0.01 to 0.10¢ 
+ 0.11 to 0.15¢ 
+ 0.16 to 0.25¢ 
+ 0.26 to 0.50¢ 
+ 0.51 to 0.73¢ 
Total 
Number of 














99.999% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Mean (average) difference, $0.06 
Median difference, $0.02 
Range of differences: $0.00 to $0.73 
Note: 
Source: 
1. ~!hen the amount of the difference is a positive va 1 ue, 
this indicates that the Previous Balance method is the 
greater of the two. 
Data taken from a twelve-month history of account records 
on 865 accounts chosen at random. 
'12\BLE 8 
DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES, PREVIOUS BALANCE 
AS COMPARED TO TRUE ACTUARIAL AVERAGE DAILY BALANCE 
Amount of Number of 
Difference1 Accounts 
-$1.51 to $3.27 2 
- 1.01 to 1.50 13 
- 0.76 to 1.00 26 
- 0.51 to 0.75¢ 56 
- 0.26 to 0.50¢ 204 
- 0.16 to 0.25¢ 151 
- 0.11 to 0.15¢ 33 
- 0.01 to 0.10¢ 226 
$o.oo 11 
+ 0.01 to 0.05¢ 42 
+ 0.06 to 0.10¢ 33 
+ 0.11 to 0.15¢ 9 
+ 0.16 to 0.25¢ 6 
+ 0.26 to 0.36¢ 3 
Total 865 
• • . . . . . . . . . . . . . . ~ . . . ~ . . 
Mean (average) difference, all accounts: -$0.23 
Median difference, all accounts: -$0.17 
Mean difference, negative values only: -$0.26 
Median difference, negative values only: -$0.19 
Mean difference, positive values only: +$0.07 
Median difference, positive values only: +$0.06 















100.000% . . . . . . . . . . . • • • • 
Total negative values: 761 
or 87.977% of all accounts 
Total positive values: 93 or 
10.751% of all accounts 
Notes: 1. Where the amount of the difference is a negative value, Previous 
Balance is less than True ADB. Where the difference is a positive 
value, Previous Balance is greater than True ADB. 
Source: Data taken from a twelve-month history of account records on 865 accounts 






DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES, 
ADJUSTED BALANCE AS COMPARED TO AVERAGE DAILY BALANCE INCLUDING DEBITS 
. 
Amount 1 Number of Difference Accounts % of Accounts 
$0.00 346 40.000% 
-0.01 to 0.10¢ 192 22.197 
-0.11 to 0.15¢ 50 5.780 
-0.16 to 0.25¢ 84 9.711 
-0.26 to 0.50¢ 120 13.873 
-0.51 to 0.75¢ 46 5.318 
-0.76 to 1.00 19 2.197 
-1.01 to 1.25 3 0.347 
-1.26 to 1.50 4 0.462 
-1.51 to 2.16 1 0.116 
Total 865 100.001% 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Mean (average)·difference~ $0.·15 
Median difference: $0.03 
Range of differences: $0.00 to $2.16 
Item: 54% (468} of the differences were no more than $0.05 a month. 
59.3% (513) of the differences were no more than $1 a year 
($0.08 a month). 
. 
62% (538) of the differences were no more than $0.10 a month. 
68% (588} of the difference~ we~e. no more than $0.15 a month. 
69% (598) of the d'ifferences were no niore than $2 a year ($0.16 
a month). 
Notes: 1. Where the differences : ~re,neg~~ive values, Adjusted Balance 
is the .smaller of the two ." .·. 
. 
TABLE 10 
DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES, ADJUSTED BALANCE 
AS COMPARED TO AVERAGE DAILY BALANCE EXCLUDING DEBITS 
Amount of Number 
Difference1 Accounts 
$0.00 375 
-0.01 to 0.10¢ 241 
-0.11 to 0.15¢ 77 
-0.16 to 0.25¢ 89 
-0.26 to 0.50¢ 68 
-0.51 to 0.75¢ 13 
-0.76 to 1.00 1 
-1.01 to 1.32 1 
Total 865 
. . . . . . . . . . . . . . . . . . . . . . 
r~ean (average) difference: $0.08 
Median difference: $0.02 
Range of differences: $0.00 to $1.32 










. . . . . . . 
Item: 60% (522) of the differences were no more than $0.05 a month. 
67% (579) of the differences were no more than $1 a year ($0.08 a 
month). 
71.2% (616) of the differences were no more than $0.10 a month. 
80% (693) of the differences were no more than $0.15 a month. 
82% (710) of the differences were no more than $2 a year ($0.16 a 
month). 
Notes: 1. Where the amount of the difference is a negative value, 






DIFFERENCES IN AVERAGE MONTHLY DOLLAR FINANCE CHARGES, 
AVERAGE DAILY BALANCE INCLUDING DEBITS AS COf~PARED TO 
AVERAGE DAILY BALANCE EXCLUDING DEBITS 
Amount of 1 Number of Difference Accounts % of Accounts 
$0.00 443 51.214% 
. 
0.01 to 0.10¢ 228 26.358 
0.11 to 0.15¢ 61 7.052 
0.16 to 0.25¢ 70 8.092 
0.26 to 0.50¢ 49 5.665 
0.51 to 0.75¢ 11 1. 272 
0.76 to 0.89¢ 3 0.347 
Total 865 100.000% 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Mean (average) difference: $0.07 
Median difference: $0.00 
Range of differences: $0.00 to $0.89 
Item: 67% (580) of the differences were no more than $0.05 a month. 
74% (640) of the differences were no more than $1 a year ($0.08 a 
month). 
77.6% (671) of the differences were no more than $0.10 a month. 
84.6% (732} of the differences were no more than $0.15 a month. 
85.5% (740) of the differences were no more than $2 a year ($0.16 
a month). 
Note: 1. Where the amount of the difference is a positive value, Average 
Daily Balance Including Debits is larger than Average Daily 
Balance Excluding Debits. 
TABLE 12 
TOTAL DOLLAR FINANCE CHARGE REVENUE AND ANNUAL YIELD UNDER 
SIX DIFFERENT BILLING METHODS 
Revenue 
Total 1 Per Account Annual 2 Billing Method Revenue Per Month Yield 
Previous Balance $12,843.13 $1.24 15.928% 
Adjusted Balance 11,325.17 1.09 14.045 
Ending Balance 14,648.77 1.41 18.167 
Average Daily Balance, 
·---Including . Debits 12,899.16 1.24 1~.997 
· AYerage Daily Balance, 
Excluding Debits 12,204 •. 10 .LJ8 15.135 
True Actuarial Average 






95 ... 02 
121.32 
Notes: 1. All billing methods were based on a monthly rate -- of finance cna-rge 
of 1 1/2% on balances from $33.33 to $500; 1% per month on that 
part of· the unpaid balance in excess of $500; on balances below 
$33.33, a .$0.50 minimum--monthly -chaf'9e was a~essed. 
2. Armual yield. detenntned by dividing. the total revenue for each 
billing method by the sum of the true actuarial daily balances 
($967 ,593}.-and multiplying by twelve. 
· 3. Total R~ue for each bilHng method divided by the total revenue 
. _ _ produced by the Previous Ba 1 ance method. 
Source: Data taken from twelve-month account histories of records -on 865 





EFFECT OF FIFTY-CENT MINIMUM CHARGE ON AVERAGE MONTHLY DOLLAR 
FINANCE CHARGES, SIX DIFFERENT BILLING METHODS 
(1 1/2% per month on first $500; 1% on excess) 
Billing 
Method 
1 Mean Charges 
Wfth Mi~. Without Min. With Min. ·Without Min. 
Previous Balance $1.24 $1.23 $0.3'1 $0.30 
Adjusted Balance 1.09 1.08 0.25 0.21 
Ending Balance 1.41 1.38 0.62 0.56 
Average Daily Balance, 
Including Debits 1.24 1.23 0.30 0.29 
Average Daily Balance, 
Excluding Debits 1.18 1.16 0.28 0.25 
True Actuarial Average 
Daily Balance 1.47 1.39 0.66 0.55 
Notes: 1. Arithmetic average of monthly averages for all individual accounts. 
2. The mid-point value in a series. 
Source: ·Data taken from twelve-month histories of account records on 865 accounts 
chosen at random. 

